
1992 Cable Act, L&a., converter box, remote control unit,
connections for adcU1;iQDal televiaioa receivera, and wiring that
includ•• other iui_ cabling." Co-.ntera did not list
adclitionaleq\1~~~ .. bad overl00k~. We a180 agree with
NATOA that the Cc.aiaaion must eatabl iah guideline. for:
deterRl1ning, the .actu.-l coat of equipaaent u.ed to receive the
ba8ic tier for all cable systems not subject to effective
competition. Although we believe that Congre.a intended our
regulations to encourage a competitive market in the provision of
equipment and service installation, we do not have the
information we wo~ld need to establiah an effective competition
test for equipment and installation at this time. We conclude
that Congres8, by apecifically listing converter boxes and
remotes in Section &23(b), expressed its opinion that these items
were not subject to effective competition apart from a
determination that the whole cable system i. subject to effective
competition. 661 Furthermore, Congress determined that developing
a competitive market for equipment required additional atudy by
this Commi••ion." We have begun a proceeding to investigate
these issues and do not wish to prejudge that proceeding by
making determinations here without sufficient data. 6B

283. we further believe that Congres8 intended the
actual cost standard to apply broadly to all equipment used to
receive ba8ic tier aervice. The legialative history indicates
that the statutory language was changed to give the Commission
greater authority to protect the interests of the consumer.6~

~ We adopt the same demarcation point for cable home wiring
that we adopted in our proceeding on that subject. For single unit
installations, that point is twelve inches outside of where the
cable wire enters the outside wall of the subacriber's premises.
For mUlti-dwelling units, the demarcation point is twelve inches
outside of where the cable entera the outside wall of the
subacriber's individual dwelling unit. ... Report and Q4cier in MM
Docket 92-260, Impl_ntation of the cable Television Consumer
Protection and C~titionAct of 1992, Cable Home Wiring, FCC 93
73 (released Feb. 2, 1993), r.cOQ. pepding.

M1 Section 623(b} of the Communications Act is designed to
protect subscribera of cable .yst... not subject to effective
competition. COMmUnications Act, I 623(b}, 47 U.S.C. § 543 (b) .

.. aAA Communications Act S 62'A, .7 U.S.C. 544A.

aA& »Otic. of Ingyi;y in ET Docket No., 93-7,
(Implementation of Section 17 of the cable Television Consumer
Protection and Competition Act of 1992, Compatibility Between Cable
SYstems and Consumer Electronics Equipment), 8 FCC Red (1993).

6~ ~ Conference Report at 64.
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We find that this change in terminology was signific.nt and was
specifically intended to broaden ehe cla.. of equipment subject
to regulation on an actual co.t basis. we interpret Congress'
intent, ttlenfore, ,to meatt that'. are. obli._ted to give the term
"used torecei,veba.ic tier service- an eKpaftsive reading as
NATOA urges, ,rat-'r than the narrow reading advoca-ted by cable
operators. MoreoV.r, as the Notice discu.sed, the statute
specifically included addressable converter boxes needed to
access video programming on a per program or per channelbasi8.
The inclusion of such equipment: additionally reflects Congres.'
desire "that we broadly interpret the phrase "equipment used to
receive the basic service tier." We also agree with comMenters
who contend that regUlating identical equipment differently
depending on the level of service received by the subscriber will
lead to customer confusion. m1 Congress expressed concern about
the rates for equipment, particularly remote control devices. 672

If we narrowly define equipment used to receive basic tier
service, OPerators mt.ht seek to evade regulation of remotes, for
instance, by providing to basic subscribers converter boxes that
do not have remote control capabilitie•. .n OUr broad
interpretation of equipment used to receive basic tier service
does not require a meaningless interpretation to the definition
of cable programming services which includes equipment and .
installation. We believe that Congress included equipment and
installation in the definition of cable programming services to
prevent cable operators from avoiding regulation of equipment, if
any, used to provide cable programming services alone or in
conjunction with unregulated services.

671 We recognize that the technology for cable equipment is
rapidly changing and Congress did not intend to inhibit innovation.
Therefore, we note that in the future, cable operators may wish to
provide converter boxes or remotes capable of numerous functions
and that are used to receive the basic service tier. Initially,
the.. device. Iilight have very high costs. An operator would be
entitled to recover actual costs, as we define them below, through
monthly charges for the lease of t)is equipment. Alternatively,
our rules will not preclude the operator from pricing these devices
below-c,ost to encO\¢a" their use. The operator could recover the
remaindttr of its Cotlts in whole or in part through increased
charges for unregulated services, per channel and pay-per view,
that these devices also provide. iIA paras. 301-302, infra for a
discus.ion of below-cost pricing.

6'72 aAA, .c....st..., Communications Act, I 624A(c) (2) (D), 47 U.S.C.
S544A(c) (2) (D)i House Report at 27-28, 83-84, 108.

613 -au. Simmons Comments at 1 (claiming that if a remote is not
offered to basic subscribers, then remotes would not be subject to
the actual cost standard).
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(b) Unbundl~ng

i . Background

2". The ~iQe tentatively concluded that Congress
intended to .eparate rat.. for equipment and installation. from
other basic tier rat••. The Ngtic. relied on the fact that the
statute addre••e. rate. for equipment u.ed to receive basic tier
service and related installation in a sub.ection separate from
those dealing with cable service rates. In addition, the statute
establishes for baaic tier equipment and installation a standard
based on actual coats, which are only one of several factors used
to evaluate the rea.onableness of other basic tier rates. The .
Notice also requested comments on the feasibility of a
competitive market developing for installation services in light
of the potential for an increase in theft of service related to
third party installations. 6U

ii. Cogpents

285. In general, cable operators argue that the
Commission should not require operators to unbundle equipment and
installation rate. from other basic tier rates.~5 Other parties
agree with the Commission's tentative conclusion to separate
rates for equipment and installation from other basic tier
rates.~6 For example, many municipalities claim that unbundling
will not only impact rates for subscribers, but should assist in
meeting the Congres.ional goal of promoting competition in
subscriber technology.6" Several operators counter that no
evidence exists that a competitive environment for equipment and
installation would be hindered by permitting operators to bundle

Notice, 8 FCC Rcd at 525 and n. 90.

675 Armstrong Comments at 23; Carib Comments at 10 -11;
.Continental C01III\8Ilts at 36; InterMedia Comments at 24; NCTA
Comments at 46.

Q6 Austin Comments at 55; Baltimore Comments at 9;
BellAtlantic COBMeata at 11; CVA C~nts at 132; Conn Commen~s at
11; Dade Comments at 10; Dover'Comments at 19; EIA Comments at 4;
Minn Comments at 14; Multiplex Co_nt. at 12; NATOA Comments at
46; NYNEX Comments at 11; Rapids Comments at 34; SquareD Comments
at 4; Bayonne RllplyComments at 9; GTE Reply Comments at 17; NYNBX
Reply Comments at 13; USTA Reply Comments at 5; Watertown Reply
Comments at 10.

6" Laurinburg Reply Comments at 4; Laurens Reply Comments at
4; Owensboro Reply Comments at 4; Piscataway Reply Comments at 4;
Reidsville Reply Comments at 4; Titusville Reply Comments at 4;
Union Reply Comments at 4; Worthington Reply Comments at 4.
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equip~nt and installation rates.6~ If bundling were
prohibited, cable operators claim, they would face an unnecessary
intrusion into their business practices.6~

2tl. severll optarators contend that even if the
Commission prohibits bundling of basic .ervice and equipment, it
should allow operators to establish rates for equipment,
installation, service calls and additional outlets, as long as
rates remain within a reasonable rate pool or basket.- Many
commenters believe that the Commission should not allow cable
operators to bundle rates for installation with rates for lease
of equipment. dI. Several parties agree with the Commission that
unbundling may promote competition in the provision of equipment
and installation. 6D Comrnenters did not express a great deal of
concern about potential theft of service or signal leakage
problems associated with third party i1\stallations. 613 Some
commenters further argue that not only should rates for equipment
and installation be unbundled, but chaiPes for each individual
item and activity should be unbundled. CFA claims that this
does not mean, however, that a cable operator may not offer a

6~ AdelphiaII Comments at 81-82; Falcon Comments at 47;
Nashoba Comments at 80-81; Newhouse Comments at 29-30; TimeWarner
Comments at 64.

619 AdelphiaII Comments at 82; Nashoba Comments at 81; Newhouse
Comments at 30; TimeWarner Comments at 64-65.

610 AdelphiaII Comments 82-8·3; Falcon Comments at 47-48;
Nashoba Comments at 81-82; TimeWarner Comments at 65.

611 Austin Comments at 55; Minn Comments at 14; NATOA Comments
at 46; Schaumburg Comments at 9; SDA Comments at 11; Bayonne Reply
Comments at 9; Watertown Reply Comments at 9.

6D NATOA Comments at 47; Rapids Comments at 34; SchaUmburg
Comments at 9; Bayonne Reply Comments at 9.

613 iU,.I..a.$La., Armstrong Comments at 24 (most signal leakage
occurs at the tap and the drop); EIA Cownents at 8 (competition
need not entail unacceptable risks of signal piracy); Multiplex
Comments at 14-15 (Co1llllission' s concern that subscriber home Wiring
ownership might increase the risk of signal leakage is unfounded
because virtually all subscriber owned equipment containing active
components is governed by Commi••ion technical standards
controlling interference potential); SquareD Comments at 9 (cable
industry has managed to deal successfully with theft of service in
a competitive marketplace for the past several years) .

6M Conn Comments at 11-12; CFA Reply Comments at 14-15; ...
A1aQ Austin Comments at 55.
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package of equipment at a single price in addition to offering
each piece of equipment separately."

iii. p~lISNI.i9A

2" • we conclude that unbundling rates for equipment,
installation, and additional outlets from the rates for basic
serviee best e~rts wiehour Congre••ional mandate. As
explained in th.'flQt;,$a, Congre.s diseussed rates for equipment
used to receive ba.ic tier service and related installation in a
subsection separate from those dealing with cable service rate•.
In addition, the statute requires an actual co.t standard for
basic tier equipment and installation, but includes several other
factors for evaluating basic tier service rates. Accordingly, in
order to apply the separate equipment andprogrammifig service
standards, the r.tes for each must be unbundled from each other.
Our decision to define the term "equipment used by subscribers to
receive basic tier .ervice· broadly also requires, at minimum, an
unbundling from other cable system costs of costs related to
specific types of equipment and installations. Once an operator
identifies the costs ••sociated with equipment and installation,
developing cost-based charges should not burden the operator.

288. The Commission agrees with commenters who argue
that we should require complete unbundling of the charges for
equipment and installation. Therefore, we will require separate
charges for each significantly different type of remote,
converter box and installation. An operator may establish one
charge for all other customer equipment or develop individual
charges for specified other equipment. We believe that separate
charges for individual pieces of equipment will help franchising
authorities and subscribers to evaluate whether charges are set
on the basis of actual costs. In addition, we think that this
total unbundling is consistent with the development of a
competitive market for equipment and installation." We
conclude that COngress intended that our rules implementing the
Cable Act encourage competition.

(c) Actual Cost Standard

i . aaslcQTQund

289. Tbe Cable Act directs the Commission to establish
standards for setting, on the basis of actual cost, the. rate for'
installation and lease of equipment used by subscribers to

CFA Reply Comments at 14.

.. ~ noted above, commenters did hot express concern over
potential theft of service or signal leakage problems related to
independent installations.
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611

••

receive the ba.~c service tier. Th. Iotie. proposed requiring
operators to base charges for equipment covered by Section
623 (b) (3) on direct costs, and indirect cost allocations,
including reaaonable general administrative loadings and a
reasonable profit." The Notic. also proposed determining the
actWll Closts for installation on the sa" basis as equipaent. We
recognia.d,howev.r, that this d.termination would involve
allocating'many joint and common costs, and instead ot proposing
allocation rule., the Commi.sion suggest.d r.quiring the cable
operator to bear the burden of showing the reasonableness of its
implementation of our general allocation rules.~ The Iotice
concluded that it app.ars reasonable for our rules to permi.t
cable s~tems to recover installation costs as a one-time
charge. The Commi..ion r.cogpiz.d that costs for installation
will va~depending on whether the dwelling has inside cabling
already. Therefore, we requested comment on whether costs
vary enough to reuonably require cUle operators to develop two
separate rates for installation or to use an average rate and
whether that decision should be left to the discretion of the
local franchising authority. In addition, we requested comment
on whether there should be provision for a surcharge when the
distance between a customer's premises and the operator's
distribution plant is substantial.~1

2'0. As an alternative to leasing equipment, the
NOtice recognized that cable operators may wish to sell equipment
to their customers. 6n We proposed limiting operators in these

Notice, 8 FCC Red at 526.

Notice, 8 FCC Red at 526.

- Notige, 8 FCC Red at 526. The NQt:i,c. based this conclusion
on the extent to which installation coats have traditionally been
recovered through a one-time charge and because the length of time
a subscriber will continue service is unpredictable. We
specifically noted, however, that we did not intend' to require
recovery of installation costs as one-time charges. Id. at 526 and
n. 100.'

- Whether the cable system is well-established in the
community might C. an important factor because dwellings in such
are.s ar. more l~kely to have been previously wired .

Notice, 8 FCC Rcd at 526-27

69'1 Although the statute refers to the lease of equipment, this
alternative assumes that Congress's main concern was preventing
customers from paying for equipment many times over through monthly
rental fees. iAA House Report at 83-84. The sale may occur as a
one-time paYment or over a period of time. Notice, 8 FCC Red at

181



~

circumtltanc•• to the recovery of actual cost., however we define
that term. We ob"J'V.d that actual cost. may vary depending on
the le,ngth of pa~~t schedule. Wheee the operator sold
equiPftel'1t to s~Z'i.ber.,·thepurchaHr would have reaponsil;)ility
for repair oftbtequipment, unless a aerv1ce contract were also
purchased. Th....iSl al.o took note of the potential competitive
advantage cable operator. would enjoy during the development of
an alternative ....kat for cable equipment. Therefore, we
proposed t~t cu.tOllMlr., purcha.ing on time from the cable
operator, would be permitted to change their mind and purchase
equipment from an alternative source. Under those circumstances,
the cable operator must discontinue the equipment charge, but the
equipment could be sold or leased to another customer as used
equipment at a rate reflecting recovered costs.~

ii. Cogwnt8

2'1. We received various sugge.tions for determining
the actual costa of equipment and installation. For example,
some operators contend that rates must account for the following:
installation; amortization; maintenance; financinii general
administrative overhead; and a reasonable profit. Other
commenters would limit an operator's charges for equipment and
installation.~ In addition, some commenters describe
limitations in operators' current accounting records. 1M Several
parties suggest we establish a national average cost for each
type of equipment.~ CSC suggests we adopt a benchmark
applicable to all basic equipment that would allow operators to

526.

Notice, 8 FCC Rcd at 526.

eM a.a AdelphiaII Comments at 74-75; Falcon Comments at 42;
Na.hoba Comments at 73-74; Newhouse Comments at 23-24; TimeWamer
Comments at 58. See also Armstrong Connents at 21; CIC Comments at
38-39; Cox Comments at 33-34; InterMedia Comments at 21-22, for
similar lists.

~ Baltimore Comments at 9 (charges should be no more than
cost); CFA Comments at 132 (because Congress intended to promote a
competitive cabl.equipment market, it makes no senae to allocate
joint and common costs to equipment); Miami Beach Comments at 11
(actual cost does not include reasonable profit); Rapids Comments
at 35 (charge should recover direct costs plUS a nominal
contribution to overhead) .

1M a.. Comcast Comments at 51-52; Multiplex Comments at 11.

~, ~, CIC Comments at 38-39; Cox Comments at 13-34.

182



691

retain their current equipment price atructure.-- Tel suggests
competitive p~ice benchmarks which can be pre.umed at cost."
NATOA contends the Cam-lsaion should .atabliah a benchmark rate
or r.tea for inatallation ~cau.e inataliation costs are not as
readily identifiable •• equipment coeta." some operators
propoee applying • pre.u~tion that an installation rate is
reasonable if it is no greater than the hourly rate charged for
similar in.tallationa by the local exeban~e telephone carrier
(LEC) that providea service in the area. MCATe, however,
recommends againat a benchmark methodology, because a cost
analysis of equipment and installation charges incorporates more
discrete data, which would lend itself to manageable cost of
service analysis.-

292. Commenters support the Commission's proposal to
allow for recovery of installation costs as a one-time charge.~
Cable operators generally prefer to average installation costs
rather than establish .eparate rates for complete installations
and previously wired homes.~ Other parties, however, believe
that installation rates ·should more closely reflect the cost of
the actual installation.~ On the other hand, operators support
the application of a surcharge when the distance between a

CSC Comments at 12-13 n. 19.

~ TCl Comments at 38-39; AAA·AlaQ Multiplex Comments at 11
(if Commission does not adopt an allocation methodology, it should
adopt a regional benchmark) .

700 NATOA Comments at 47 .

. 701 Falcon Comments at 44; Newhouse Comments at 26; TimeWarner
Comments at 60-61.

MCATC Comments at 11.

~ aAa Armatrong Comments at 24; InterNedia Comments at 25;
CATA Comments at 34; Continental Comments at 37 and Appendix 0;
Lenfest comments at 7; NATOA Comments at 48.

~ Carib Comments at 11-12; COntinental Comments at 38 n.14;
Lenfeat Comments at 7.

~ au. Austin Comments at 56 (arguing that installation costs
should be presumed nominal if the home already has cable home
wiring) ; GTE Comments at 13 (Commission should unbundle
installation into installation of service and installation of
premises wiring); NMCC Comments at 4 (installation rates should
reflect the amount of service that the customer actually needs) .
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customer's premises and operator's distribution plant is
substantial. ,.

,2'~. In general, commenters support the Commission's
propo.al to allow operators to ••11 .qut,pment.~ A few
municipalities mention that the cable 0itrator in their
jurisdiction ref~. to sell equipment. Some commenters
cont~ that theCommi"ion should not allow third party vendors
to IIQPply adclresllaJ;)le converter. because of security and theft of
service concerns.'" In additiOn, cable operators disagree with
the Commission'S proposal to allow subscribers to cancel purchase
agreement. if the customer wishes to purchase the equipment from
an alternative source. 7m Finally, .everal parties suggest that
the Commission require cable operators to inform subscribers that
alternative sources for equipment exist. 1Il

iii. Discussion

2'4. We believe that, by requiring that charges for
equipment and installation be based on actual cost, Congress
intended that cable operators can recover the costs of leasing
equipment and service installations from charges for those
activities. Because the Act requires the Commission to establish
standards for setting rates for lease of equipment and
installation, we will require the local franchising authorities
to follow the detailed guidelines we now adopt for identifying

~ aAa AdelphiaII Comments at 78-79; CATA Comments at 36-37;
Falcon Comments at 45; Lenfest Comments at 7; Nashoba Comments at
77-78; Newhouse Comments at 27; TimeWarner Comments at 62.

7CT7 Austin Comments at 56; Continental Comments at 37; Lenfest
Comments at 7; NMCC Comments at 5; ThousandOaks Comments at 22.

Baltimore Comments at 3; Somerville Comments at 5.

~ Armstrong Comments at 22; InterMedia Comment. at 23; ...
A1aQ MediaGeneral Ca.ments at 10-11 (Commission should not allow
subscribers to purchase equipment from third party vendors unless
controls exist to ensure equipment compatibility with the cable
system); SquareD Comments at 9 (does not advocate subscriber
ownership of descrambling devices without operator permission) .

no Armstrong Comments at 22-23; Continental Comments at 38;
InterNedia Comments at 23-24; ... A1aQ Discovery Comments at 16;
~ ... Austin ,Comments at 56.

1Il AdelphiaII Reply Comments at 37 (provided this is part of
a standard that deregulates rates for such equipment); BellAtlantic
Reply Comments at 20 n.49; GTE Comments at 14; ThousandOaks
Comments at 23.
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the costs to be recovered through equipment and installation
rates and for calculating those rates. The Commission believes
that our guidelines satisfy the statutory requirements, and thus
a local franchising authority~s proper use of them to determine
reasonable rate levels cannot form the basis of a cable operator
complaint to the Commission. 7.2

2.1. uncleI' our guidelines, a cable operator shall
establish an Bquiptnellt 8asket to which it w:Lll assign the direct
costs of service installation, additional outlet., and leasing
and repairing eq'\l1plftent. 7.' The basket will include an
allocation of all those system joint and common costs that
service installation, leasing, and equipment repair share with
other system activitie., excluding general system overhead. 7•4

The costs contained in the Equipment Ba.ket shall include a
reasonable profit. 715 An operator must also calculate an Hourly

712 This will not preclude cable operators from complaining
about whethe~ the local franchising authority applied our
methodology in a reasonable manner.

713 The Equipment Basket shall not include the operator's
direct costs of equiPment sold to customers.

714 Excluding general system overhead will simplify the cost
showing for the Equipment Basket because a cable operator will not
have to calculate these costs, unless the operator chooses to make
a cost-of-service showing. In addition, this exclusion will reduce
the burden for local franchising .authorities because they will not
be required to review and evaluate the methodology for determining
general system overheads. We believe that this decision is
consistent with Congress' intent to keep rates for equipment and
installation low.

715 The Commission has prescribed 11.25 percent as a reasonable
rate of return for the provision of regulated interstate access
service by local exchange carriers. Represcribing the Authorized
Rate of Return for Interstate Services of Local Exchange Carriers,
5 FCC Red. 7507 (1990), on recon. 6 FCC Rcd 7193 (1991), aff'd sub.
1lQIL., Illinois Bell Tel. Co. v. FCC, No. 91-1020, Slip Cp. (D.C.
Cir. April 2, 1993). We believe that it is reasonable to utilize
a similar return at the onset of regulation for installation of
service and the provision of equipment by cable operators. Thus,
at least initially, we will employ 11.25 percent as our standard.
Cable operators therefore may incorporate a reasonable profit not
to exceed 11.25 percent of the costs contained in the Equipment
Basket. To the extent that a cable operator believes this
standard, as applied in individualized circumstances, does not
enable the operator to maintain the financial integrity of its
regulated operations and attract new capital to the business, the
cable operator may make a showing to justify an increase in the
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Service Charge (HSC) through which it wou·ld recover all Equipment
Baalcet coats (inelucling a reasonable profit) except for the
operator's capital costs of remotes, converter boxes and other
cu.tomer~ipmentup to the time it is leased to the
subscriber. 116

2.1. Charges for leasing r • .ctes7~ shall be designed
to recover ttleoperator's cost of purcha8.ing and financing the
lea.. of the reMOte and e~ected repair and service costs over
the ulleful life of the equipment. Bxpected repair and service
costs will be determined by multiplying the estimated number of
repair and service hours per retnote by the HSC. We anticipate
that cable operators will use their past experience and
historical data to make the best estimate of the number of
service and repair hours for remotes. Charges for leasing
converter boxes and all other equipment will be calculated in the

permitted profit level. Through industry surveys, future reporting
by cable operators, and the comments we will receive in our Socond
Further Notice on cost-of-service standards, we hope to refine our
understanding of regulated cable operators' cost of capital and
acquire more information concerning the risks of regulated
provision of equipment. As we gain more experiencain this area,
we may revisit our initial determination regarding the reasonable
profit standard for equipment.

716 The HSC would be computed by taking the sum of all
equipment basket costs except purchase cost of all equipment, and
dividing that sum by the operator's total annual person hours
dedicated to leasing, installing and equipment repair services.
These estimates would be subject to verification using historical
data.

717 Some cable operators currently charge an additional monthly
fee to enable converter boxes to work wit:h a subscriber's universal
remote control device. We recognize that not all converter boxes
have the capability of working with a remote control device, and
those boxes with remote capability may have higher costs.
Therefore, we believe the cost of this service should be rec:overed
in the charge for the type of converter box that is compatible with
remote control devices instead of a.monthly enabling charge. An
operator may, however, require subscribers to pay a reasonable fee
if a service call is necessary either to enable the converter box
to work with the remote or to replace the subscriber's box with a
converter that is compatible with the remote. At this time, we will
not require cable operators to provide converter boxes that are
compatible with universal remotes. ~ ... Notice of Ingyiry , ET
Docket No. 93-7, supra note. 669.
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s~_manner as for remote•. 711 For installation charges,719 the
cable operator tRUM: elect a uniform installation charge that is
calculatedb••ed upon either: (1) the HSC times the person hours
of the visit;'" or (2) the HSC times the average hours spent per
installationvisit. n1

217. The, Commis.ion believu that, our guidelines
comply with statutory requirements by developing charges for
equipment aDd installation on the basis of actual cost. At the
same time, thia methodology strikes a balance between determining
the actual cost. for .ach type of equipment and installation, and
simplifying the cost showing for operators and franchising
authorities. The Hourly Service Charge Coat allows operators to
aggregate certain joint and common costs that might be difficult
to directly allocate, and then uses time spent in related
activities as the factor for allocating these costs to the
various charges.

218. These guidelines will not preclude an operator
from selling equipment to subscribers. m Where an operator
chooses to do so, the equipment price shall be set no higher than
necessary to recover the operator's costs, including all costs
incurred for storing and preparing the equipment for sale up to

718 For an explanation of calculating charges for additional
connections, see paras. 306-307, infra.

719 Consistent with our initial determination, an operator may
elect to establish a one-time charge for service installation or
recover the costs through a series of monthly charges. ~ Notice,
8 FCC Red at 526 and n. 100.

720 This option would eliminate the need for lower charges for
already wired homes and surcharges for extra long drops.
Installations of already wired homes will involve less time and
thus lower charges. Although the cost of the drop is not recovered
as customer equipment, installations inVolving extra long drops
will take more time, leading to a higher charge. .

nl Under this option, there must be several averages: one for
unwired, another for prewired installations, one for installation
of additional conftections at the time of initial installation, and
finally one average for installation of additional connections·
after initial aerY!c. installation. In addition, an operator might
wish to develop over average installation rates, such as one for
installation, involving extra long drops.

m As stated in the Notice, this alternative is consistent
with the view that Congress's main concern was preventing customers
from paying for equipment many times over through monthly rental
fees. Notice, 8 FCC Red at 526, n.100.
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724

the time it is provided to the customer, plu. a reasonable
profit. The purchaser would be responsible for maintaining and
repairing any purcha.ed equipment, but cable operators may also
sell service contract.. The price of th••e contracts shall be
baaed on the H$Ctime. the ••timated average numl'Mr of hours
required for maintenance and repair over the expected life of the
equipment .. Although theNo,i;. proposed allowing ·subscribers who
purchase on time from the operator to change their mind and
discontinue their monthly payments when competitive offerings
become available, we believe that current information on the
competitive marketplace for equipment is insufficient to justify
imposing this condition upon operators. 1U Moreover, customers
who purchase equipment must accept the risk of a cable system
upgrade that might make their equipment incompatible with the new
cable system technology. However, the operator must provide
notice of these risks at the time of sale and notice of any
pending changes that would make the equipment incompatible.

(d) Promotions

2". The statute is silent on the issue of promotional
offerings for equipment and installation. The Notice observed
that many operators charge less than actual costs for service
installation as part of their marketing efforts. Th. Notice
asked whether the Act's actual cost standard for equipment and
installation reflects a legislative intent to prohibit such
promotional offerings. We further asked whether it would be
consistent with Congressional intent to permit promotional
offerings to continue because they incre.se service penetration,
thereby permitting operators to realize economies of scale that
could reduce overall costs of providing cable services to
subscribers. 724

ii. Comments.

300. Virtually all commentera agree that Congress did
not intend to prohibit promotional offerings. n5 Many commenters
describe the consumer benefits from promotional offerings and the

723 bI. para. 282, supra discussing the Commission's rulemaking
proceeding concerning equipment compatibility.

Notice, 8 FCC Rcd at 527.

n5 bA,~, AdelphiaII Comments at 76; TimeWarner Comments
at 129; Carib Comments at 12-13; NATOA Comments at 50; CFA Comments
at 133; Discovery Comments at 15; ~ AlA Multiplex Comments at 12
(Commission should not allow promotional offerings because they
would be underwritten by the cable company's monopoly operation and
used to suppress competition); SDA Comments at 12. .
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importance of expanding the customer base through promotions. n6

NCTA argue. that tbe purpose of actual coat requirements was to
protect ba8ic.uba~ribers from high charges for equipment and
installation, rather than to protect c~etitive 8uppliers from
predatory rate. thatare~oolow.m Parties to this proceeding,
however, dis.gre. over po..ible limitationa on the recovery of
the coats of·prQlIlOtional offeringa. Beveral cable operators
propose a basket or pool approach to t~ regulation of equipment
and installation. That method would allow operators to recover
the costs of prOlftOtional offerings from other equipment,
installations, or additional outlets as long as the entire
equipment basket recovered only its actual costs.t.n Other
operators suggellt allowing cable c~ie. to recover the costs
of promotional offerings through cable programming services
rates. n9 Local authorities and consumer groups would limit an
operator's ability to recover the cost of promotions. CPA and'
NATOA assert that promotional offering are acceptable only if
operators absorb the cost of promotions from the reasonable
profit they are permitted under the Act. '730 Similarly, Minn
contends that the cost of promotional offerings should not be
charged. back as a loas or overhead cost applicable to the basic
rates of other subscribers. 731 CPA further suggests that the
Commission should monitor promotional pricing and reevaluate the
issue if promotions interfere with the development of competition
in the equipment and installation markets. 732

iii. Discussion

301. The Commission agrees with commenters that
Congress did not intend to prohibit promotional offerings. As
the Notice and many parties discussed, promotional offerings help
to increase subscribership that may permit the operator to

n6 Armstrong Comments at 23; CATA Comments at 34; CIC Comments
at 3.9; Cox Comments at 35; InterMedia Comments at 24; NCTA Comments
at 52.

NCTA Comments at 52; ... &laQ Discovery Comments at 16.

721 AdelphiaII Comments at 82-83; Blade Comments at 13; Falcon
Comment. at 47-48; •••hoba Comments at 81-82; NCTA Comments at 53-
54; TimeWarner Comments at 65. .

n9 CICComments at 39 and n. 45; Cox Comments at 35 and n. 33.

731

732

CFA Comments at 134; NATOA Reply Comments at 30, n. 64.

Minn Comments at 15.

CFA Comments at 135.
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increase its overall revenue by increasing volume and its net
revenue by realizing certain economies of scale. Accordingly,
cable operators will be afforded substantial discretion to offer
promotions, including a below cost offering of some equipment and
installationa. tD ~r, while the st.tu~. does not preclude
promotional off.ri~, neither does it envision that All
equipment and in.tallatioDs caa be offered at a below cost b.eis.
We believe that the broad intent of Congress to protect consWlers
will be beet served by an implementation of SquipmentBasket rate
regulation that affords subscribers a reasonable range of .ervice
options. Therefore, instead of allowing cable operators
unlimited discretion to price all equipment and installation
below cost, we will additionally require that below cost
offerings be reasonable in scope in relation to the operator's
overall offerings in the Equipment Basket. n4 This will afford
operators the initial discretion to fashion the mix of
promotional and actual cost offerings of equipment and
installation, while permitting evaluation by regulators of the
operator's overall Equipment aasket offerings to assure that they
best serve the interes~s of subscribers.

302. In addition, certain limits on cable operator
discretion to recover their costs shou14o. imposed. If we
accept the basket or pool proposal proffered by NCTA and
individual operators, an operator would have the ability to
recover all the cost of promotional offerings by increasing the
price of one type of equipment, such a. remotes. As discussed
above, Congress expressed particular concern over the monthly
rate. charged for le.sed remotes. We think that Congress
intend8d the actual cost standard for equipment and installations
to prevent this type of pricing. Under a general cost-of-service
showing we will allow costs of promotions to be recovered as
general system overhead. Therefore, under our rules, cable
operators cannot include costs of promotions as part of equipment
charges. ns We believe that below cost pricing for equipment and

733 As discuaHd, charges for equipatent must be unbundled from
basic service charges. This includes charges for equipment and
installation offered on a promotional basis.

'734 Thee. off.ringe must not violate any other regula~ion.
imposed upon cable operators.· a.ca, a.s,.., Report anP Order, MM
Docket No. 92-262, Implementation of Section 3 of the Cable
Television aon.umer Proteetionand oo.petition Act of 1992, Buy
Through Prohibition, FCC 93-143 (releaMd April 1, 1993) (limiting
to a reasonable length any. discounts or special pricing to
encourage nonsubscribers to become cable subscribers).

735 The CotIt of a promotion is the difference between a charge
based on our prescribed actual cost methodology and the promotional
charge.
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installation does not violate the actual cost standard
incorporated in the Act as long as our retulation. ensure that an
operator doe_ not charge other custc.ers equipment or
in.-t:allatiOl'lrat.. t!uat would exceed our actual cOst guidelines,
and tM total. ~ue. fCC' equlp1M1nt .. ia-tallation do not
exceed actuale:cats.- In additioD, the OOIIII\i••ion recognizes
that promotional offering. may interfere with the development of
a coapetltive dtal'ket. 'WI We will review this treatment of
prOlllOtional offering. as we acldre.. the issue of whether we
should take seeps to promote a competitive market for
equipment. 731

(e) Additional Connections

i. -.qround.

303. section 623 (b) (3) (8) of the Cable Act of 1992
specifically directs the commis.ion to establish, on the basis of
actual cost, rate. for installation and monthly use of
connections for additional television rebeivers. The Notice
tentatively concluded that cable operators should base the rates
for installation of connections for additional receivers on the
same costs associated with other installations. Thus, if
additional connections are installed at the same time a
subscriber's initial service is installed, cable operators would ~

be limited to recovering the incremental costs of the additional
installation. In addition, we requested comment on the costs
associated with providing connections for additional television
receivers and tentatively concluded that the cost of cabling used
for additional connections should be recovered in the same manner
as the costs of other equipment. We specifically requested
comment on any costs associated with technical requirements, such

7H Under our rules, the cable operator must include the costs
of all equipment and installations in the Equipment Basket.
However, instead of recovering all such costs through our actual
coat methodology, the operator may elect as a promotion to reduce
charges for some of this equipment and installation. Because rates
for cable service will be limited by benchmarks at levels not set
to recover Equipaent Basket cost., operators will not be able to
increase rates for cable service to permit a recovery of those
promotional costs, unless the cable operator can justify higher
rates based on a coat-of-service showil19. Thus, the Equipment
Basket and our framework for regulation of equipment rates and
service rates will serve as a cap on total equipment charges based
on actual costs.

m au Multiplex Comments at 12; SDA Comments at 12.

731
~ Notice of Ingyity, ET Docket No. 93-7, supra n. 669.
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739

as boosting a signal, involved in providing additional
connect ions. 739

ii. CCPwns"
.304. Commenters disagree over the extent to which

Section 623 (b) (3 )(8) of the Act govern.• rates for the provision
of additional connections. Some operators claim that this
prOVision covers .ervice installation and equipment used with
additional connection8, but not the service or programming
component of additional outlets. The type of regula~ion of the
service co~onent depends on the level of service being provided,
they argue. ~ Other parties contend that operators should not
charge for the programming services received over additional
connections, because these programming costs are recovered in the
charge for cable service at the primary receiver. U1 .

305. Many operators argue that additional connections
entail added coat., such as capital .xpenditure required to
engineer the sy.tem to be capable of serving multiple sets in a
home, extra power and plant costs needed to deliver adequate
signal to additional outlets, additional repair and maintenance
service. u2 Simmons estimates it costs an extra $1050 per mile

Notice, 8 FCC Red at 527.

7~ AdelphiaII Comments at 79-80; CSC Comments at 4; Falcon
Comments at 45-461 Na.hoba Comments at 78-79; Newhouse Comments at
27-28; Simmons Comments at 1 (those systems that offer the option
of having only basic service on additional outlets should be
allowed to charge the actual cost of the outlet to basic
subscribers. SUch systems should be able to make an additional
charge for the cable programming service and premium· television
services provided on the same additional outlet); TimeWarner
Comments at 62-63; .... Alag, SSO Comments at 17 (only the
additional wiring required for reception of basic service on an
additional outlet should be rate regulated on an actual cost basis.
The other equipment associated with additional outlets, such as
these converter boxes and remotes which are not necessary for the
reception of basic service, should be "regulated as luxury items.")

741 Multiplex Comments at 13; NATOA Comments at 50-51; SquareD
Comments at 12; .au~ CalCities Comments at 19-20; Palm Comments
at 17-18; Pappa. comments at 1.

742 .au Armstrong Comments at 25; Carib Comments at 14;
Continental Comments at 37; InterMedia Comments at 26; Lenfest
Comments at 8; Simmons Comments at 2. Because additional costs are
related to extra trouble calls, more wiring and consumer equipment,
and higher failure rates, operators suggest inside wiring
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because of the additional signal power level required for
additional outlets. 'c Armstrong and InterMedia assert that an
operator should not be prohibited from folding the actual cost of
additional outlets into basic service and offering whole house
service without a direct charge for additional outlets.'~ on
the other hand, Lenfht claims the COIIIIi..1on should adhere to
its policy of unbundling, and require cu.tomers with additional
outlets ~o·bear the costs of providing and maintaining such
service to their homea. ,e Some operators offer the same cost
methodology for installation of additional connections as they
propose for installation of other equipment.7~

iii. pi.cu••ion

306. Commenters generally agree that Congress intended
Section 623(b}(3} to cover the installation of, and equipment
used with, additional connections. Therefore, the costs
as.ociated with additional connections will be included in the
EquiPment Basket. To simplify our regulation, we believe that
operators should recover the costs of additional connections in
the related equipment and installation charges. Thus, the
installation costs would be recovered as an installation charge,
as will the costs of remotes and other equipment. The
installation charge for additional connections would be the HSC
times tne person hours of the visit or HSC times the average
hours spent per visit. If the operator elects to use an average
installation time, we would expect two rates: one for wiring
additional connections at the time of inatallation and another if
the operator makes a separate visit to in.tall the additional
connection. In either case, we anticipate a much smaller charge
for installing additional outlets at the same time initial
service installation occurs than for in.tallations which require
a separate visit to the subscriber's home. Remotes, converter

maintenance agreements may be a better alternative to separate
monthly charges for additional outlets. Armstrong Comments at 25;
InterNedia Comments at 26.

143 This includes the capital expenditure (including
financing), the actual cost of wiring in the customers home, the
additional cost of CLI compliance, the additional cost of service
calls required to maintain the additional outlets, and a reasonable
profit. Simmons COftII\ents at 2.

7~

745

Armstrong Comments at 25; InterMedia Comments at 26 ..

Lenfeat Comments at 8.

746 AdelphiaI I Comments at 79; Palcon Comments at 45-46;
Nashoba Comments at 78; Newhouse Comments at 27-28; TimeWarner
Comments at 62.
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boxes and other equipment involved would be leased to the
customer at the same rate as equipment used with primary outlets.

307. The remaining is.ue is whether our guidelines
should allow operators to charge for any other costs or services
relating to additional connections. We disagree with commenters
who argue that Section 623(b) (3) does n~t address the programming
portion of additional connections. The statute specifically
covers the "monthly use" of additional connections. These
connections are used to receive programming. Thus, if an
operator incurs additional charges for programming carried on
basic or cable programming channels that it transmits to
additional outlets, those charges would be properly recovered
through a monthly charge levied for additional outlets in fact
receiving that programming.~7 That monthly charge would be
limited to "the operator's additional programing costs. We
recognize that tbere are costs associated with designing and
building a cable system that can provide a signal strong enough
to serve more than one outlet in a bome. Any network costs for
boosting the signal should be treated as part of general system
overhead. If a subscriber requests additional connections that
exceed network design capabilities and require additional
customer premises equipment, the cable operator may recover the
costs of tne additional equipment through an additional
connection charge. That charge would be developed using our
actual cost guidelines for other customer equipment. An
additional connection charge is permissible only to recover

747 We do not believe that the statute precludes cable
operators from establishing reasonable categories of cable service
customers with reasonable restrictions on the number of additional
connections that may be obtained with each primary service outiet.
While we believe that Congress intended that residential customers
will generally be able to obtain the additional connections they
need with one primary service outlet charge, we conclude that the
statute doe. not prevent cable operators from estaQlishing
reasonable limits. on the number of additional connections for each
primary outlet in commercial or residential installations other
than single family installations. Cable operators are thus
permitted to establish reasonable multiple primary service charges,
including reasonable discounted primary service charges, in non
commercial installations and residential installations other than
single family iutallations. Single family installations would
include residential units within a multifamily dwelling. Under the
procedures we are establishing for the basic service tier, local
franchise authorities will be able to review the operator's
establishment of service categories along with other aspects of the
operator's basic service tier offering. iu A.l.Jm our discussion of
geographically uniform rate structure and discrimination at
Sections II.A.5, infra.
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additional programming costs, if any, and the costs of additional
customer premises equipment needed to boost the operator's
signal.

(4) Costs of Franchise Requirements

i . "ck9round

308. The Cable Act of 1992 requires that our rate
regulations for the basic service tier include standards to
identify costs that are attributable to satisfying franchise
requirements to support public, educational and governmental
channels, to the use of such channels or to any other services
required under franchise. 741 The Notice tentatively concluded
"that the purpose of this statutory requirement is to assure the
establishment 6f standards that will permit the cable operator to
identify on subscriber bills pursuant to Section 622(c) (2) the
amount of the bill attributable to franchise requirements. nu9 We
also tentatively concluded that the costs attributable to
satisfying franchise requirements should include:

1) any direct costs of providing any services required
under the franchise; 2) the sum of per channel costs
for the number of channels used to meet franchise
requirements for public, educational, and governmental
channels; and 3) a reasonable allocation of
overhead. 750

309. The Notice presented two proposals for
determining the amount that could be reported on the franchise
costs line of a subscriber'-s bill. Under the first alternative
we would adopt, at least in part, a cost-based regulatory
alternative, with the per channel costs and allocation of
overhead, for pUrPOses of implementing Section 622(c) (2) of the
Communications Act, being determined in accordance with the
proposed accounting and cost allocation rules set forth in
AppendiX A of the Ngtice.1St In the alternative, if we decided
not to adopt the accounting and cost allocation rules set forth
in Appendix A, we proposed to require cable systems to use
"rea_onable methods to determine per channel costs and

'MI Botice, 8 FCC Red at 527, para. 72 citing Communications
Act ! 623 (b) (4) , 47 U.S.C. ! 543 (b) (4) .

7. Notice, 8 FCC Red at 527, para. 73.
750 Notice, 8 FCC Red at 527, para. 73.
75J Notice, 8 FCC Red at 527, para. 73.
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allocations of overhead."7~ We solicited comment on both. of
these proposals.

ii. CoJg!nts

3~O. Several municipalities state that cost of
franchise reqQirements should include a reasonable allocation of
overhead that is directly attributable to pUblic, educational and
governmental channels. 7" Most commenting municipalities
maintain the position that cost of franchise requirements should
be limited to direct costs directly required by the franchise.~
These parties advocate differing methods on how to achieve this
result. Minn argues that if any allocation is to be made for the
costs of public, educational and governmental channels, the cable
operator must show that absent the allocation for public,
educational and governmental channels, the channel would have
been used for a commercial purpose. 7" Minn disagrees with the
Commission'S tentative conclusion that cost of franchise
requirements should include a sum for per channel costs for the
number of channels used to meet franchise PIG requirements. 756
Minn further as••rts that a cable operator should not be allowed
to claim 'costs for public, educational and governmental channels
unless the Commission'S regulatory scheme also reflects benefits

Notiel, 8 FCC Red at 527, para. 73.

Minn Comments at 16; and Lakeville Reply753

751

~, ~,

Comments at 5.

754 au, JLa.SL., Austin Comments at 56; Minn Comments at 15;
NATOA Comments at 53; Lake Forest Reply Comments at 4; Liberal
Reply Comments at 5-6; Lincoln Reply Comments at 4-5; Louisville
Reply Comments at 3-4; Madison Reply Comments at 3-4; Mankato Reply
COIIIIlents at 4-5; Marshall Reply Comments at 3-4; Mentor Reply
Comments at 4; MkCC Reply Comments at 4-5; Dade Reply Comments at
9; Mt. Prospect Reply Comments at 4-5; Multno~h Reply Comments at
4-5; Niles Reply Comments at 4; Oakland Reply Comments at 4; Ottawa
Reply Comaents at 2; OWensboro Reply Comments at 4-5; Palm ~sert

Reply Comments at 4-5; Phillipsburg Reply comments at 4-5;
Piscataway Reply Comments at 4-5; Prince George Reply Comments at
5-6; Ramsey Reply Comments at 4-5; Reidsville Reply Comments at 4
5; Salina Comments at 4-5; San Antonio Reply Comments at 5;
Tallahassee Reply Comments at 4; TituavilleReply Comments at 4-5;
Union Reply Comments at 4-5; and Worthington Reply Comments at 5.

7" Minn Comments at 16.

756 Minn Comments at 16.
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757

received from commercial cable television, such as advertising
revenues. 757

311. Several municipalities ....rt that the
identification of coat. related to a fr.nchise should be reviewed
in to. regulatory process governing baaic rates. 1111 These same
municipalities are concerned about conawners being billed twice
'for coat of franebiae requirements.~ They note that the Cable
Act of 1984 provided that franchiae fees that were already
incorporated in the rates were not to be added to the
subscriber's bill, while an increase in the franchise fee could
be added. 7dO . These parties recommend that the Commission look to
Section 622(c) of the Cable Act of 1984 for guidance on this
issue. 761

Minn comments at 16.

751 au".I.a.SLa., Atlanta Reply Comments at "; Fairborn Reply
Comments at 4; Gtorgetown Reply Comments at 4; Greensboro Reply
Comments at 4; Greenville Reply Comments at 5; Henderson Reply
Comments at 4; IowaCity Reply Comments at 4; Kinston Reply Comments
at 4; Laurens Reply Comments at 4; Laurinberg Reply Comments at 4;
Owensboro Reply Comments at 4; Piscataway Reply Comments at 4;.
Reidsville Reply Comments at 4; Titusville Reply Comments at 4;
Union Reply Comments at 4; Worthington Reply Comments at 5.

759 ~,~, Atlanta Reply Comments at 4; Fairborn Reply
Comments at 4; Georgetown Reply Comments at 4-5; Greensboro Reply
Comments at 4; Greenville Reply Comments at 5; Henderson Reply
Comments at 5; IowaCity Reply Comments at 4; Kinston Reply Comments
at 4; Laurens Reply Comments at 4-5; Laurinberg Reply Comments at
4; Owensboro Reply Comments at 5; Piscataway Reply Comments at 4-5;
Reidsville Reply Comments at 4-5; Titu.ville Reply Comments at 4-5;
Union Reply Comments at 4-5; and NATOA Comments at 51-52.

760 au, ~ Atlanta Reply Comments at 5; Fairborn Reply
Comments at 6; a.or~town Reply Comment. at 5; Greensboro Reply
Comments at 5; ~r.enville Reply Comments at 5; Henderson Reply
COIIlIIl8nts at 5; IoW'aCit:y Reply Comments at 5; Kinston Reply Comments
at 5; Laurens Reply Comments at 5; Laurinberg Reply Comments at 5;
owen.boro Reply Cdftlftents at 5; Piscataway Reply Comments at 5;
Reidsville Reply Comments at 5; Titusville Reply Comments at 5;
Union Reply Comments at 5; Worthington Reply Comments at 5.

761 .' J4,L. Atlanta Reply COIIIIIMtnts at 5; Fairborn Reply
Comments at; 6; Georgetown Reply Conuaent. at 5; Greensboro Reply
Comments at 5; Greenville Reply Comments at 5; Henderson Reply
Comments at 5; IowaCity Reply Comments at 5; Kinston Reply Comments
at 5; Laurens Reply Comments at 5; Laurinberg Reply Comments at 5;
Owensboro Reply Comments at 5; Piscataway Reply Comments at 5;
Reidsville Reply Comments at 5; Titusville Reply Comments at 5;
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312. AdelphiaII contradict. the as.ertion that the
only cost. that are .ddr••••d in Section 623(b) (4) of the
Communications ACt are tho.. co.t. that are attributable to
public, educational and governmental channel franchise
requir....n••,. whioh_elude. eo.ts attributable to franchise
requirement.· in general.-Adelphi..II further allege. that the
statutory languaS- i. clear and the Conni..ion i. to prescribe
regulation. that include "standard. to identify costs
attributable to sati.fying franchise requirements to iIIupport"
public, educational and governmental channels "or the u.e of such
channels or any other services required under the franchise. ,,763

313. For the most part, cable operators maintain that
costs attributable to franchise requirements must include local
origination, I-Nets and other municipal costs. 1M Several cable
operators also feel that access costs should include capital,
personnel and other related operating expenses. 7• Other cable
operators argue that copyright fees should also be included as a
cost of franchi.e requirement. 7M

314. Cable operators argue against the Commission
adopting its proposed cost allocation and uniform accounting
standards to identify costs and revenues, because they are too
complex and burdensome.~7 Instead, these parties suggest, the
Commission should rely on good faith allocation by cable
operators, consistent with generally accepted accounting
principles. 768

iii. pi.cuseign

Union Reply Comments at 5; Worthington Reply Comments at 5.

AdelphiaII Reply Comments at 45.

763 AdelphiaI.! Reply Comments at 45-46, <moting Communications
Act S 543 (h) (4), 47 U.S.C. S 623 (b) (4) •

766 a.u, JLJL., Continental Comments at 41; New England Reply
Comments at 9-10; and Cole Comments at 32.

,. aAA,~, Continental Comments at 41; and Cole Comments
at 32-33.

'766 au, ~, New England Reply Comments at 10.

767 au, §..aJL., Nashoba Comments at 87; AdelphiaII Comments at
88; and Falcon Comments at 52.

761 .au, LJiL., Nashoba Comments at 8'7; AdelphiaII Comments at
88; and Falcon Comments at 52.
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769

315. We believe that we should adopt a standard for
identificatien of coats attributable to franchise requirements
that accurately reflects such costs without unduly burdening
cable operators. Suc:h costs should include any direct costs and
per chaanel cQets. W.~lieve that overhead costa should be
inel~ because overhead costs are neee•••rily incurred in
additiQn to indirect cost. in .atisfyingfranchia.requirements.
Further, the costs of franchise requi~nt. can be determined in
accordance with the general cost accounting rulea we are adopting
for implementation of other portions of the Cable Act of 1992.
Thus, identification of the coats attributable to franchising
requirements in accordance with these rules should not .be unduly
burden.ome. Accordingly, we are adopting the proposal in the
Notice that the costs attributable to satisfying franchise
requirements shall include:

1) the sum of per channel costs for the number of
channels uSeG to meet franchise requirements for
public, educational, and governmental cbannels; 2) any
direct costs of providing any other services required
under the franchise;. and 3) a reasonable allocation of
overhead. 769

(5) Customer Changes

i . Background.

316. The Cable Act of 1992 requires that regulations
for the basic tier include standards and procedures to prevent
unreasonable charges for a customer changing equipment or service
tiers. Charges for changing the service tier must be based on
cost."O The Notice tentatively concluded that regulations
adopted to implement Section 623(b) (5) (C) should apply to any
changes in the number of service tiers that are initiated at the
subscriber'S request after installation of initial service."1
Consistent with the language of the Act, we proposed to require
that charges for changing service tiers not exceed a nominal
amount "when the system's configuration permits changes in
service tier selection to be effected solely by coded' entry on a
c01llPUter terminal or by other simila:rly simple method. 11m We

Notice, 8 FCC Rcd at 527, para. 73.

770 Communications Act § 623 (b) (5) (C), 47 U.S.C. §
543 (b) (5) (C). .

"1
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n4

~equested comment on whether and, if so, at what level we should
set the nominal amount when this condition is met.

317. For changes in service tiers at the subscriber's
request, not made by coded entry and other simple methods, the
Notice sought comment on two alternative proposals. Under the
first proposal, we would require that charges be based on the
actual costs of making service tier changes, including any direct
costs and a reasonable allocation of indirect costs and overhead
and a reasonable profit. Under the second alternative, we would
require charges for all changes in service tiers to recover only
nominal costs.n3 The Commission solicited comment on whether
Congress intended for Section 623 (b) (5) to apply to changes in
equipment generally or only to changes in equipment associated
with changes in service tiers. The Commission also solicited
comment on applying our proposed alternatives to define
reasonable charges for changing equipment, and whether Congress
intended for cable operators to make a reasonable profit on
changes in equipment. Finally, the Iotice requested comment on
whether the implementation of this rulemaking could encourage
customers to change service tiers and whether costs associated
with initial retiering should be treated in a different manner
from subsequent customer changes in service. n4

ii. Comments

318. Many commenters discuss whether the Commission
should in some way limit the scope of regulations implementing
Section 623(b) (5) (C) of the Cable Act. Several operators urge
the Commission to limit its rules for service changes to those
that affect basic service. ns Other parties argue that the
regulations should apply to any changes in the level of service

773 Notice, 8 FCC Red at 528. We noted that the latter
alternative could help keep charges for changes in service tiers
low, but could increase burdens and costs on cable operators for
this activity by encouraging subscribers to order service changes
more frequently. In addition, it would require that the costs of
customer changes be recovered from other services. l,g.

Notice, 8 FCC Red at 528.

m CIC Comments at 39-40; Cox Coanents at 36; UA A1m TCI
Comments at 40 (charges assessed for changes to or from basic tier
or changes by customers receiving cable programming services must
be based on the cost of such change); TimeWarner comments at 66
(cable programming services should be regulated under an
unreasonable standard outside of Se~tion 623 (b) (5) (C) of the
Communications Act and charges for changes between and among
expanded tiers and premium programming should be free of
regulation) .
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